REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON NONGOMA MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Nongoma Municipality, 
which comprise the statement of financial position as at 30 June 2011, the statement of 
financial performance, statement of changes in net assets and cash flow statement for 
the year then ended, a summary of significant accounting policies and other explanatory 
information, as set out on pages 64 to 101. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice(SA Standards of GRAP) and the requirements of the 
Local Government Municipal Finance Management Act of South Africa, 2003 (Act No. 
56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 
of 2009) (DoRA), and for such internal control as management determines necessary to 
enable the preparation of the financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA) and section 126(3) of the MFMA, my responsibility is to express an opinion 
on these financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and 
General Notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 
2010. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance that the financial statements are free 
from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the municipality’s 
preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. An audit also 
includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as evaluating 
the overall presentation of the financial statements. 


6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 



Opinion 

7. In my opinion, the financial statements present fairly, in all material respects, the 
financial position of the Nongoma Municipality as at 30 June 2011 and its financial 
performance and its cash flows for the year then ended in accordance with SA 
Standards of GRAP and in the manner required by the MFMA and DoRA. 


Emphasis of matters 

8. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 


Restatement of corresponding figures 

9. As disclosed in note 24 to the financial statements, the corresponding figures for 
30 June 2010 for Nongoma Municipality have been restated as a result of errors 
discovered during 2010-2011 in their financial statements for the year ended 30 June 
2010 . 


Fruitless and wasteful, and irregular expenditure 

10. As disclosed in note 29 to the financial statements, the following fruitless and wasteful 

and irregular expenditure was incurred: 

- The municipality incurred fruitless and wasteful expenditure amounting to R79 712 in 
respect of a payment made to Farmtrack for the storage of a tractor. 

- The municipality incurred fruitless and wasteful expenditure of R16 713 for 
construction plans to convert the municipality’s basement parking into offices, which 
did not materialise. 

- The municipality incurred irregular expenditure of R980 461 in contravention of 
section 7(1) of the Public Office Bearer’s Act, 1998 (Act No. 20 of 1998), in relation to 
the remuneration of councillors and a further R8,717 million as a result of non- 
compliance with the regulations of the supply chain management (SCM) regulations. 


Material losses/ impairments 

11. As disclosed in note 9 to the financial statements, material losses to the amount of 
R568 766 were incurred as a result of the increase in doubtful debt impairment provision. 

12. As disclosed in note 11 to the financial statements, the municipality raised a provision for 
BARS (VAT) receivable of R5,221 million, thus resulting in an impairment adjustment in 
the statement of financial position. 


Additional matters 

13. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 


Other information included in the annual report 



14. 1 have not obtained the 2010-11 draft annual report and therefore have not been able to 
identify any material inconsistencies with the financial statements. 


Unaudited supplementary schedules 

15. The supplementary information set out on pages 102 to 106 do not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

16. In accordance with the PAA and in terms of General Notice No. 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annual performance report as set out on pages ... to ... and on material non-compliance 
with laws and regulations applicable to the Nongoma Municipality. 


Predetermined objectives 
Reliability of Information 

17. The reported performance information was deficient in respect of the following: 

• Validity: The reported performance did not occur and does not pertain to the entity. 

• Accuracy: The amounts, numbers and other data relating to reported actual 
performance have not been recorded and reported appropriately. 

• Completeness: All actual results and events that should have been recorded have 
not been included in the reported performance information. 

18. The following audit findings relate to the above criteria: 

For the selected objectives, the achievement of 21% of the reported targets could not be 
established as sufficient appropriate audit evidence was not provided. 


Compliance with laws and regulations 
Strategic planning and performance management 


19. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
regulation 14(2) of the Local Government: Municipal Planning and Performance 
Management Regulations of 2001 (MPPMR). 

20. No evidence could be provided that the council had adopted the PMS before or on 
commencement by the municipality of the process of setting key performance indicators 
and targets in accordance with its integrated development plan, as required by regulation 
8 of the MPPMR. 



21. Contrary to the requirements of section 30 of the MSA, no evidence could be provided 
that the executive committee/ executive mayor/ committee of councillors of the 
municipality, in accordance with the prescribed IDP development process, had submitted 
the draft IDP to the municipal council for adoption. 

22. Contrary to the requirements of sections 34 and 41 of the MSA, and regulation 11(1) of 
the MPPMR, no evidence could be provided that the council approved the 2010-11 IDP 
in accordance with an assessment of performance measurements. Furthermore, no 
evidence could be provided that the municipality reviewed its KPIs on an annual basis as 
part of its performance review process. 

23. Contrary to the requirements of section 41(l)d of the MSA and regulation 13 of the 
MPPMR, sufficient evidence could not be provided that mechanisms, systems and 
processes exist for monitoring of under-performance and taking corrective measures for 
under-performance. 


Budgets 

24. Contrary to the requirements of section 21(l)(b), there was no evidence to confirm that 
the mayor had, at least 10 months before the start of the budget year, tabled in the 
municipal council, the time schedule outlining key deadlines for the preparation, tabling 
and approval of the budget and review of the IDP and budget-related policies. 

25. Contrary to the requirements of section 52(d) of the MFMA, no evidence could be 
furnished that the mayor had submitted a report to the council on the implementation of 
the budget and the financial state of affairs of the municipality. 

26. Contrary to the requirements of section 53(l)(c)(ii) of the MFMA, no evidence could be 
furnished the municipality’s service delivery and budget implementation plan was 
approved by the mayor within 28 days after the approval of the budget. 

27. Contrary to the requirements of section 69(3) of the MFMA, read with section 57(l)(b) of 
the MSA, there was no evidence that the accounting officer had, within 14 days after the 
approval of the annual budget, submitted to the mayor the draft Service Delivery Budget 
Implementation Plan (SDBIP) and the draft annual performance agreements. 

28. The municipality incurred expenditure in excess of the limits provided for in the votes in 
the approved budget, in contravention of section 15 of the MFMA. 


Annual financial statements 

29. The financial statements submitted for audit did not comply with section 122(1) of the 
MFMA. Material misstatements were identified during the audit, which were corrected by 
management. 


Audit committee 

30. Contrary to the requirements of section 166 of the MFMA, the audit committee was not 
properly constituted and appointed at Nongoma Municipality, and did not fulfil its 
responsibilities for the financial year under review. 


Internal audit 



31. The internal auditors did not report on the results of performance measurement for the 
third and fourth quarter as required by section 45(a) of the MSA and regulation 14(l)(a) 
of the MPPMR. 

Procurement and contract management 

32. Contrary to SCM regulation 17, the municipality did not obtain three written price 
quotations for all procurements of a transaction value of between RIO 000 and 
R200 000. The reason for the deviation was not recorded and approved by the chief 
financial officer. 

33. Contrary to SCM regulation 43(1), there were instances where original tax clearance 
certificates were not obtained for successful suppliers. 

34. Contrary to SCM regulations 12(l)d and 36(1), there were instances where procurement 
above a transaction value of R200 000 did not go through the prescribed tender process 
and deviations were not reported to council. 

35. Contrary to SCM regulation 27, the municipality does not have a bid specification 
committee in place. 

36. Contrary to section 2(l)(e) of the PPPFA and section 17(2) of the PPR, the invitation for 
tender documents do not stipulate the specific goal (including HDI) for which a point may 
be awarded, not the method for calculating points. 

37. Contrary to SCM regulation 28, there was no evidence that the Bid Evaluation 
Committee considered the adjudication criteria in deciding to whom the contracts should 
be awarded. 


Expenditure management 

38. The accounting officer did not take effective and appropriate steps to prevent irregular 
and fruitless and wasteful expenditure, as per the requirements of section 95(d) of the 
MFMA. 


INTERNAL CONTROL 

39. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the findings on the annual 
performance report and the findings on compliance with laws and regulations included in 
this report. 


Leadership 

40. The accounting officer does not exercise oversight responsibility over performance 
reporting, compliance with laws and regulations and internal control. Actions are not 
taken to address risks relating to the achievement of complete and accurate 
performance reporting. Control weaknesses are not analysed and appropriate follow-up 
actions to address risks relating to the achievement of performance reporting objectives 
are not implemented. 


Financial and performance management 



41. Systems are not appropriate to facilitate the preparation of quality financial statements 
and performance reports and to facilitate proper daily and monthly processing and 
reconciling of transactions. The financial statements were subject to material 
amendments resulting from the audit. 


Governance 

42. The municipality did not have a properly functioning audit committee to review the 
effectiveness of the internal control system, risk areas of the municipality’s operations, 
adequacy and reliability of financial and performance information, and compliance with 
applicable laws and regulation 
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Pietermaritzburg 


30 November 2011 
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